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_ INDUSTRIAL DEVELOPMENT of regions and smaller areas has received increasing 
attention in recent years. The reasons for this are twofold. First, the economic growth 
experienced by the nation as a whole has not been spread evenly. A second-trend—urbanization 
— has also served to focus attention upon the industrial development of regions and smaller 


areas. The population of the United States has 
grown from 151.2 million in 1950 to 176.4 
million in 1959. Nearly all of the increase has 
been in metropolitan areas, which today ac- 
count for about 60 percent of our population. 
This rapid growth of the urban population has 
produced unprecedented demands for public 
services. 


All levels of government, Federal, state, and local, 
have evidenced concern with the problem of fostering 
industrial development. The activities of state and 
local governments in this respect have taken many 
forms. At a minimum, most states and localities have 
undertaken promotional campaigns aimed at attract- 
ing new industrial plants. At the other end of a wide 
range of activities, state and local governments have 
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The dispersion of indus- 
trial activity in metropolitan 
areas, however, has not paral- 
leled population movement, 
and many local governments 
find that they must rely largely 
upon a residential real prop- 
erty tax base to furnish the 
revenue required to meet these 
demands. 


The desirability of indus- 
trial development, both as a 
stimulus to regional and area 
economic growth and as a 
means of broadening the tax 
base, to help pay for govern- 
mental service needs arising 
from spreading urbanization, 
is clear. 





This Issue In Brief 


All levels of government, Federal, state 
and local, have evidenced concern with the 
problem of fostering industrial develop- 
ment, says this Tax Review. 


There are two reasons for this increas- 
ing attention: first, the nation’s economic 
growth has not been spread evenly, and 
second, the trend toward urbanization, pro- 


ducing unprecedented demands for public 
services, has served to focus attention upon 
industrial development of regions and 
smaller areas. 


This Review, taken from a study to be 
published by the Foundaden this Spring, 
notes these current methods of inducing 
development: tax exemptiea, industrial 
development credit corporations, state de- 
velopment authorities and municipal in- 
dustrial bonds. 





sought to further their in- 
dustrial development by of- 
fering tax and other financial 
inducements to industrial lo- 
cation. These inducements 
range from outright tax ex- 
emptions to industrial loans. 


States and communities 
seeking new industry or de- 
sirous of expanding or retain- 
ing existing industrial facilities 
are limited by the lack of con- 
trol over some of the major 
factors which induce industry 
to select particular locations 
—marKkets, raw materials, la- 
bor “Supply, and transporta- 
tion. Even those inducements 
to industrial location which 
are to some extent control- 
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lable, for example, a favorable public attitude toward 
industry, are not susceptible of rapid or far-reaching 
change. 


Tax Exemptions 


Subsidization of industrial development or loca- 
tion choice by means of tax concessions may be 
achieved either through formal tax exemptions or 
reductions (usually granted for a specific period) or 
through “informal” adjustments of real or personal 
property tax assessments. Because of their nature and 
because most are granted by local governments, it 
is difficult to determine the extent of the latter type 
of concessions and their effects upon local govern- 
ment tax bases and revenue. 


The few available studies of tax exemptions sug- 
gest that their use as a device for attracting industry 
may present at least as many disadvantages as ad- 
vantages to the “host” governmental unit, and the 
importance of exemptions as a locational factor is 
overestimated. 


Development Corporations and Authorities 


The provision of long-term risk capital for indus- 
trial firms has been another of the means employed 
on a statewide basis for encouraging industrial de- 
velopment. Both private and public funds have been 
used for this purpose through the devices of the 
state industrial development credit corporation and 
the state development authority. 


Industrial Development Credit Corporations 


Since the first industrial development credit cor- 
poration was established in Maine in 1949, similar 
organizations have been created in several other 
states. 


The Maine corporation (The Development Credit 
Corporation of Maine) was chartered by the state 
legislature in 1949. The corporation was authorized 
to sell $50,000 worth of $100 par value common 
shares. This was later increased to $150,000. Mem- 
ber institutions are permitted to commit a maximum 
of 2% percent of their capital and surplus to the 
corporation. By the middle of 1959, the Maine cor- 
poration had approved 91 of the 272 loans applied 
for, or $2.5 million of the $5.7 million requested. 


The Maine corporation served as a model for 
similar corporations which have since been estab- 
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lished: the New Hampshire Business Development 
Corporation (1951); the Connecticut Development 
Credit Corporation (1953); the Vermont Develop- 
ment Credit Corporation (1953); the Business De- 
velopment Company of Rhode Island (1953-54); 
the Massachusetts Business Development Corpora- 
tion (1955); the New York Business Development 
Corporation (1955); the Business Development Cor- 
poration of North Carolina (1955); the Wisconsin 
Industrial Development Credit Corporation (1955); 
the Michigan Development Credit Corporation 
(1956); the Hawaii Business Development Corpora- 
tion (1957); the Minnesota Business Development 
Corporation (1957); and others. 


The corporations following the Maine model gen- 
erally are financed entirely by private funds. However, 
they have a quasi-public character since they are 
established under the aegis of their respective states 
by enabling legislation to act as lending agencies 
operating privately and using private funds. Such 
legislation not only provides the legal basis for par- 
ticipation in these corporations by banks, insurance 
companies, and savings and loan associations, but 
also gives public evidence of the approval of these 
programs by state governments. 


Development credit corporations are designed to 
further economic growth by providing financing for 
new or small business with promise of growth and 
by attracting new industry when required financing 
cannot be obtained through regular sources of credit 
or capital. 


Development credit corporations obtain funds for 
these purposes from the sale of stock to individuals 
and business organizations and by borrowing from 
““members”—banks, insurance companies, and other 
financial institutions. The members are pledged to 
extend certain amounts of credit to the corporations. 


The legislative act creating the corporation ordi- 
narily fixes a limit upon the total amount which may 
be borrowed from members. This is usually based 
upon the amount of the corporation’s capital stock 
or capital stock plus surplus. 


Limits are also placed upon the extent to which 
members may participate in the corporation. These 
may be fixed as percentages of the member’s own 
capital and surplus (for commercial banks); out- 
standing loans (for savings and loan associations) ; 
assets (for insurance companies ) ; or on a comparable 
basis for other financial institutions. 
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LOANS, COMPOSITION, AND FINANCIAL RESOURCES OF ACTIVE STATEWIDE 
DEVELOPMENT CREDIT CORPORATIONS 








State Development Number of Amount of Loans 
Credit Loans to June 30, to Number of Stock Sold Number of Amounts Pledged 
Corporation 1959 June 30, 1959 Stockholders June 30, 1959 Members dune 30, 1959 

Conmmmetient as ook a 50 $ 3,004,900 109 $ 155,600 22 $ 2,272,000 
NNN ee ees ow es 91 2,501,299 103 96,100 49 1,088,000 
Massachusetts ............ 142 18,119,000 254 823,040 135 10,626,000 
New Hampshire ........... 59 1,535,550 215 104,800 91 1,399,000 
Naw YOU. ec es 129 14,230,024 52 430,000 161 12,633,000 
North Carolina* ........... 67 5,851,465 1,860 1,000,000 139 4,465,000 
Rhode Island ............. 59 3,485,950 78 212,000 13 3,933,000 
VOTIRGRE | 2 es ECS s 165,000 119 51,000 18 460,000 





a. Through December 31, 1958. 


Source: Northeastern Conference of Development Credit Corporations and the Business Development Corporation of North Carolina. 


The scale of lending activity by development credit 
corporations has in general been modest. Despite the 
rapid growth of interest in state-wide development 
credit corporations as means of attracting new in- 
dustry, most of the corporations established in the 
last ten years outside of New York and New England 
remain inactive. Several possible reasons for this have 
been suggested: inability to obtain the support and 
participation of the pubiic and the financial com- 
munity, shortages of financial and natural resources, 
and the repeal of enabling statutes in some of the 
States. 


State Development Authorities 


In addition to the privately financed state develop- 
ment credit corporations, there have emerged in re- 
cent years state industrial credit authorities which 
are publicly owned or publicly supported. 


In general, privately owned and financed state de- 
velopment credit corporations have as their objective 
the provision of risk capital to promising industrial 
firms. Publicly owned credit authorities, on the other 
hand, usually make loans for plant construction or 
expansion, and have somewhat broader powers. The 
New Hampshire Industrial Park Authority, for ex- 
ample, may create industrial parks and may build one 
building in any industrial park owned by a local com- 
munity group. 


More typical of the state owned industrial develop- 
ment agencies, however, is the Pennsylvania Indus- 
trial Development Authority (PIDA) which served 
as a prototype for public agencies in this field. The 
Authority was established by an act of the General 


Assembly in 1956 to assist local industrial develop- 
ment by stimulating “...a larger flow of private 
investment funds from banks, investment houses, 
insurance companies and cther financial institutions 
. .. in areas of chronic economic distress.” 


The operations of the PIDA are restricted to crit- 
ical economic areas as determined by the percentage 
of the labor force unemployed and the period of 
unemployment (at least 6 percent for at least three 
years or at least 9 percent for 18 months). The Act 
permits the PIDA to define an area as including any 
municipality, or group of municipalities, county or 
group of counties, or region of the Commonwealth. 


The Authority is permitted to lend up to 30 per- 
cent of the cost of establishing an industrial develop- 
ment project, provided that at least 20 percent of the 
cost of the project is furnished by the local develop- 
ment agency. In order to obtain PIDA assistance, 
an industrial development agency must have firm 
commitments from (1) responsible financial sources 
for the balance of the loan funds required; and (2) a 
responsible prospective tenant or buyer to provide the 
machinery and equipment and to lease and operate 
the plant facility. 


The PIDA is not permitted to make loans which 
cause the removal of a plant from one part of Penn- 
sylvania to another. 


Between July 31, 1956 and July 31, 1959, the 
PIDA disbursed 61 loans totalling nearly $6.8 million. 


Other state development authorities include the 
First Arkansas Development Finance Corporation, 
the Kentucky Industrial Development Finance Au- 
thority, the Maine Industrial Building Authority, the 
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Puerto Rico Industrial Development Company, and 
the Rhode Island Industrial Building Authority. 


Municipal Industrial Bonds 


Mississippi, Louisiana, and several other states per- 
mit local governments to issue municipal bonds for 
the purpose of purchasing industrial sites and. con- 
structing industrial plants. In most states authorizing 
them, municipal industrial bonds are revenue bonds 
secured by the rental income from the industrial build- 
ings. In Mississippi and Louisiana, however, the bonds 
are general obligations. 


The practice of issuing municipal bonds for the 
purposes of industrial development has been criticized 
as an extension of public credit for private purposes, 
and has been attacked both on the basis of fiscal 
soundness and as a threat to the tax-exempt status of 
municipal bond interest. 


Although the use of municipal industrial bonds has 
been largely confined to those states in which the need 
for industrial development has been most keenly felt, 
it would appear that industrial development credit 
corporations and authorities offer at least as much 
promise of success in attracting industry and do not 
carry the disadvantages of possibly impairing munici- 
pal credit or resulting in defaults on municipal obli- 
gations. 


There is considerable disagreement over the role of 
financial inducements in industrial location. Neverthe- 
less, the use of these inducements has been on the 
increase in recent years. Consideration of the problem 
is further complicated because financial inducements 
in one form or another are being offered by the 
Federal, state, and local governments as well as by 
private sources. 
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